




Appendix 2: Disclosure

On March 31, 2011, the Office ofInspector General for the Federal Election Commission
(FEC) issued a required peer review of the CFTC OIG audit function which recommended,
among other things, the hiring of experienced audit staff. 41 Prior to publication of the peer
review report, CFTC OIG retained the services of a former Inspector General with over 20 years
of directly applicable federal audit experience to supervise remediation efforts, including all
audits and audit-related activities. Following publication of the peer review report, we received
job inquiries from Steve Sherrod and other CFTC employees interested in working as an auditor,
with some stopping by to discuss the peer review recommendation and others submitting
resumes. Although we have been impressed by the resumes we have received from CFTC
employees, during the relevant period OIG did not post a job listing for an auditor and no CFTC
employee was formally considered for employment with CFTC OIG. We do not believe that the
receipt of job inquiries when we are not currently engaged in the hiring process causes an
insurmountable conflict in connection with a preliminary investigation (otherwise all CFTC
employees would seek employment with OIG). During our field work, two CFTC employees
suggested that the anonymous allegations were an attempt by other CFTC employees to derail
any attempt by Steve Sherrod to work in the OIG. We have no opinion.

41 The peer review report is available here:
http://www.cftc.gov/ucm/groups/public/@aboutcftc/documents/file/oig peerreview.pdf.
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EXHIBITS

24



Exhibit 1: Anonymous Allegation Received by
Physical Delivery on August 31, 2011
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E><hibit2

PI~~,;" i""e~jg~te the posiTion limits ",1c'makin~ (PI R!rn~,,'" Ih"1 ha' IHk"" ria,'"
he~ at CFTC. Thi~ ruk il ~OO~I to en fi,,~I. h:,~ if, !lr"ken, it cannm he
impl~m~TlI(·u. W!tet1 ~he i"<I~~\ry (nr the Hill) ~ee~ thi~, ti'ey will invesdgate the
pT"V'.'''~~ ami the mnny inlen'al 11l:~-~ef'><, w('.Me. a:td in'proprieties will s\lrface,

As writtcn. ~"'~ PLR ~"n1 I:x: "<.'!\II""I"U I~ Ilw S"~>"! n:p<mino: rok up<Jn ",hid, it
d"I",,,d, fur' i"'l'lementltion. If ~po'tjng d~~ on, 311nw few II", cnlculminllS "I'
po.;tio~, (as r"'luin:d by lh" n,'") Ihl.". p<Jsiliun limit, ,'annUl be ~nfo,c.d. The
S"'''I'' Tule 11l1S I;o"ell well r"c~i,'~d ""d .iewed '" ",a'UfI>,bl~, Ilwul:hlflll. and
i'"I",le"u'lahle

Slc,'C SINn:"O,J th~ Ic"deT of lh~ PLR W,m I, responsible for lhi. wnoted. m;,/;uiJc,1.
Jilency eifort fonl1e f(Jll(JwLn~.,eJ..I(J"I,

I Ie e"lIe<l eXP<'rl~ rroltllh~ ..,ri;:imlll~~m OCCLIU","' t,,~y disaJl,reed with hi~ jl(J;"i ~f
view for the dirtction c>f thi~ role. I he f"ml n11~ ij tlllt H C()mmill~~I~\allprodue\.

il i~ Ilil HIOl\~, H~ hal met with several il1du.ltry l(Jhhy gmul'S, so I su,~el somc
fraull a'id ,1i~orl~ll ~ITor\ h~n:,

TI1ere w~s allOl'l 15 p"o\!l~ lro," ~~rul, lh~ Hgc'n~~',now thore are only 311(Jut 1>. AII
the cur~nt tenm mellll>er:l hn\'e I~,< ,I'Hn 18 "''-'lTlh, ~rCFTC lenure. j have le~~

,11>1" 2 ye""l of fUIUTCI inUlLMT)' ~xpcriCT1cc, 1 attomey nnd I ~ln(i~li,;iHII w~n: hirr..xJ
wilhin lht In<,t yeaT. Slev~ ",,1""k,1 the," p"Opk boC"I'5\: he kn~w the)' w,)"I<.I ''''I
gel in his w~y. PI"","", im..v;ew th~ m.mlle'" "!'Ihe "r;gi",1 lull 'e",ll. tl1cy will
verify lhi•.
The ruk i, broken unci I tea, th'l ;f ;nvc<tigoted exterll31ly, the ('I''I'(' will l:"'",ly
~Tlff~r. S" Ill'''')' sllltT~", hllki"l:: "be'"l (hi, th"t I "1", think it will prohohl)' lea~

UIII. Th'" is un"c""ptablc.

Thc CITe will My,' to live with the re~TlIt~ Mtlli~ Ioro~et' r,,1e lur yca",. Somc
"lI>er~ nre h.:silJi'lt 10 ~om~ [urlll be~HU>C lhls nde gets ~o much attemi"". II is"
major Jg.el:dn Item (Jftlle Cllai""mu. 1Ie i~ a P'J"~rr\11 p'r,on. 8UI, this i~ Il ve,')'
scriO\15 ll1~tlcr.

J11e r~le effol't has l>e~" a WU,te (jl'u~em'y r".""",,~s ~nll ~n ~b\l~e of power, nnd
pc'rhaps so:nc fraud. \ofr Sherrod i< unethic~1 a"d di~Ir""(,,1 in hi, I",,,,,i" in this
,,,,,I "1",,, 1l1~1I,'~, ll'lh:~ ~~(, O~I, (to the Hill 1. lhe dam3ge w,'uld be immeTlS/l.



Exhibit 2: Anonymous Allegations Received by
Email
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~~~jiiiijiii~-----
Sent: Wednesday, August 31, 20112:33 PM
To: OIGEmaii
SUbject: Insider reports dishonest effort in rulemaking, sabotage of rule, potential market harm

Dear Sir or Madam,
I am a CITC employee writing through pseudonym since I am afraid of renewed retaliation. I believe a team
lead of a crucial rulemaking team has acted dishonestly and led his team to a point were their rule is not
implementable.
I am referring to the rulemaking on position limits. The team was gradually trimmed until it was left with only

the most inexperienced staffers so that the team lead would have absolute control. The posilion limit rule
depends for its implementation on the work of another rule, the swap large trader reporting. Since you cannot
limit positions unless you can measure them, the poslim rule is limited by what the SLTR requires traders
submit. The SLTR was thoughtfully written and was out for comment, receiving just a handful of minor
comments. It is to be implemented in three weeks. Yet, the poslim team lead chose to forge ahead with a plan
that required a completely different information set and is thus planning to propose something that cannot
possibly be implemented. I find it hard to believe this was by accident (Is utter incompetence something you
look at too?) and suspect the motives ofthis person.
Gutting out the intent ofPosilion Limits as required by Dodd-Frank, wasting taxpayer monies, stearnrolling

over other staff, proposing a rule that cannot possibly be implemented, is wasteful. More than that, it is
dishonest. I hope you investigate before it is too late. Perhaps there is a chance to rectify before the CFTC
damages markets and public confidence.
Thank you,

Anonymous.
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~~~~~------Sent: ~ 09.20119:33 AM
To: ____
Subject: Re: Reply to your email-Urgent

Thankyou,~or responding.
I am simultaneously terrified of complaining and appalled by what is going on with the rulemaking on position

limits. By now it may be too late to do anything: a proposal has been circulated, meetings with Comms arc
taking place and a new draft with their comments and compromises is due end ofnext week.
Perhaps it is best to just let it come out and when you see all Comms distancing themselves from it and all

parties outraged, you will have more time and sources to review how we ended in this mess.
In a nutshell, the rule on position limits depends on gathering information in a very peculiar way, alien to

industry practice. even academic practice, and most importantly, alien to how the Swaps Large Trader
Reporting Rule was designed. So, it is not implementable unless the SLTR is modified. However, that rule was
finalized with few comments and was supposed to be put in practice starting in two weeks. Now Sherrod is
asking that SLTR rule to change to fit his PosLim rule. This would require such major changes that it would
have to be delayed, reopen for comments, etc. Crucially, the new data would perhaps help his rule, but would
make it nearly useless for any other purpose, like Risk Surveillance or even Market Surveillance.
Simultaneously, Sherrod is drafting the new rule to be a complete cave out. This way perhaps people out in

industry will not notice the mess as much. When the limits are so high and positions so easy to offset, they
would NEVER get hit, How can anyone know that they are not really implemented?

This was a completely avoidable problem, the incompatibility oftwo rules that should work together, since
both rulemaking teams used to work together under Bruce Fekrat. Sherrod sneakily got Bruce kicked out and
kept the PosLim staffed with inexperienced people whom he could bully. There was no check on him, he
worked nearly secretely (as he always does) and upended the whole thing. Was this incompetence,
mismanagement from above, or outright sabotage. That is the question.
For those of us that devoted over a year ofour professional lives to rulemaking, it is devastating that we will

have to hide in shame in our resume what should have been a signal effort for an attorney at the CFTC.

Ifyou want to know more now though, I would suggest chatting confidentially with the team on SLTR and
some of the people in the PosLim rule (e.g. Salman, Kim, etc)
1am way to scared to come out to OIG, specially if what I hear is true and Sherrod ends up there. He would be

allover me and 1would have to leave the agency.

1hope you do look into this for the credibility of the Agency. Working at the OIG, I hope you have the
courage 1cannot find.

Best of luck.

AP

.......p 7, 2011 at 9:06 PM, cftc. ov> wrote:

Thank you for expressing your concerns about the proposed position limit rules and related matters.
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Can you please provide me with more specific details so that we can efficiently evaluate your concerns?

Members of the Office of the Inspector General are available to confidentially meet with you at any location to
acquire any information you have on the matters you slated in the email dated August 31, 20II.

1 can be reached at 202-418-5115.

Time is of the essence.

Waiting to hear from you,-

2
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